Responsibilities and functions of independent certified public accountants by Tittsworth, William B.
University of Mississippi
eGrove
Haskins and Sells Publications Deloitte Collection
1961
Responsibilities and functions of independent
certified public accountants
William B. Tittsworth
Follow this and additional works at: https://egrove.olemiss.edu/dl_hs
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for inclusion in Haskins and Sells
Publications by an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.
Recommended Citation
Haskins & Sells Selected Papers, 1961, p. 024-030
The Responsibilities and Functions of Independent 
Certified Public Accountants 
by WILLIAM B. TITTSWORTH 
Partner, Baltimore Office 
Presented before the Chesapeake Chapter of 
Robert Morris Associates, Baltimore—January 1961 
I H A R D L Y need tell you that I was more than pleased to receive an 
invitation to appear on your program this afternoon, and espe-
cially so since, to my way of thinking, bankers, next to clients, are 
in all likelihood the most important group of people who utilize the 
services rendered by independent public accountants. It is natural, I 
suspect, that relations with bankers should rank high on the agenda 
of the accounting profession, because for a period of nearly forty 
years now the Robert Morris Associates and the national and state 
accounting societies have been working together on problems of com-
mon interest. I believe, too, that bankers are generally more interested 
in the activities and standards of CPAs than most practicing account-
ants realize. A recent survey conducted by the American Institute 
of CPAs indicated that 73 per cent of bank loan officers who responded 
to questionnaires on the subject, regularly request an independent 
audit before granting a loan. Many of the bankers, however, would 
like more information than they are getting, and would like more 
frequent personal contact with CPAs. 
The moral of all this, it seems to me, is that individually and 
through their professional societies, CPAs should never permit them-
selves to become so busy with other matters that they neglect rela-
tions with bankers—who might be described as the CPA's best friend, 
if sometimes his severest critic. 
Our topic for this afternoon, as Mr. Judges has mentioned to 
you, is The Responsibilities and Functions of Independent Certified Public 
Accountants. Wi th the hope that our other panel member and I can 
discuss this subject without too much overlapping of text, it has been 
decided that I will direct my talk primarily toward the issue of 
Responsibilities, and my contemporary, Mr. Sherman, wil l channel his 
discussion more in the direction of Functions. 
When we speak about Responsibilities of the practicing C P A , we 
should break them down into two areas: 
• Responsibilities to whom? 
• Responsibilities for what? 
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RESPONSIBILITIES TO WHOM? 
The to whom responsibilities are more readily understood and 
are more easily disposed of, so I will tackle them first. 
CLIENTS 
The accountant has a primary responsibility to his client, in that 
he must serve the client to the best of his ability in the capacity for 
which he is employed. He must render unbiased opinions by stating 
the facts as he sees them, and by telling the truth without fear or 
favor. It is also important that the practitioner be independent of any 
self-interest, financial or otherwise, that might affect his judgment in 
reporting on financial position and operating results. 
PUBLIC 
As a member of the accounting profession, the C P A is responsible 
to the general public, who may properly assume that the practitioner 
is competent to render the type of service ordinarily rendered by 
CPAs. The public and credit grantors are entitled, and should expect, 
to place reliance on the reports and opinions rendered by the practi-
tioner and to assume that he is independent. 
PROFESSION 
The C P A has a responsibility to the accounting profession in that 
he must conform his work to auditing standards developed by the pro-
fession. As a member of his national or state society he is expected 
to adhere strictly to a code of ethics and rules of professional conduct. 
S E L F 
Lastly—but not least importantly—he has a responsibility to his 
own conscience and to his own reputation. 
RESPONSIBILITIES FOR WHAT? 
So much for the responsibilities to whom. Now let us explore the 
more difficult area of responsibilities for what. But even here the issue 
is much more clear-cut than it was twenty or more years ago. At that 
time the profession didn't have standardization in the type of account-
ants' opinion; we didn't have a recognized set of generally accepted 
accounting principles; management sometimes resorted to, and got by 
with, the use of explanatory footnotes in the financial statements in 
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an attempt to rationalize unorthodox accounting practices; and it was 
quite common to find financial statements prepared on the accountant's 
letterhead without any opinion or comment whatever. 
Much has been done in the last decade or so to correct the major 
deficiencies and evils that existed in the earlier days. Credit for this 
should go largely to the American Institute of CPAs, who, in collab-
oration with banker groups, lawyers, and the staff of the SEC, have 
been working to develop standards or a codification of (1) what con-
stitutes generally accepted accounting principles and (2) what con-
stitutes generally accepted auditing standards. As to the latter—that 
is, generally accepted auditing standards—there have been two devel-
opments, one quite recently, which are significant to our topic today. 
The first and earlier of these is a set of ground rules spelling out 
the circumstances under which the C P A shall or shall not issue an 
opinion on the financial statements. These are set forth in statement 
No. 23 of the Committee on Auditing Procedure, from which I would 
like to read the following two paragraphs: 
The independent certified public accountant should not express 
the opinion that financial statements present fairly the position 
of the company and the results of its operations, in conformity 
with generally accepted accounting principles when his ex-
ceptions are such as to negative the opinion, or when the exam-
ination has been less in scope than he considers necessary to 
express an opinion on the statements taken as a whole. In 
such circumstances, the independent certified public accountant 
should state that he is not in a position to express an opinion 
on the financial statements taken as a whole and should indicate 
clearly his reasons therefor. To the extent the scope of his 
examination and the findings thereof justify, he may also com-
ment further as to compliance of the statements with generally 
accepted accounting principles in respect other than those 
which require the denial of an opinion on the over-all fairness of 
the financial statements. The purpose of these assertions by 
the accountant is to indicate clearly the degree of responsibility 
he is taking. 
Whenever the accountant permits his name to be associated with 
financial statements, he should determine whether, in the particu-
lar circumstances, it is proper for him to (1) express an un-
qualified opinion, or (2) express a qualified opinion, or (3) dis-
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claim an opinion on the statements taken as a whole. Thus, when 
an unqualified opinion cannot be expressed, the accountant 
must weigh the qualifications or exceptions to determine their 
significance. If they are not such as to negative the opinion, 
a properly qualified opinion would be satisfactory; if they are 
such as to negative an opinion on the statements taken as a 
whole he should clearly disclaim such an opinion. His con-
clusions in this respect should be stated in writing in his report. 
However, when financial statements prepared without audit 
are presented on the accountant's stationery without com-
ment by the accountant, a warning, such as "Prepared from the 
Books without Audit," appearing prominently on each page of 
the financial statements is considered sufficient. 
We can now see that one of the areas in which the accountant's 
responsibility is pretty well defined is in his adherence to those 
standards that say in effect that the issuance of financial statements 
identified with his name must be accompanied by one of the following: 
(1) an unqualified opinion, (2) a qualified opinion, (3) a disclaimer 
of an opinion or (4) a legend to the effect that the statements have 
been prepared from the books without audit. A t this point I would like 
to emphasize, particularly to a group such as is here today, that the 
recipient of the report also has a responsibility—a responsibility to 
read what the accountant has to say. Too often, I am afraid, the reader 
of the report confines his review to the material included in the finan-
cial statements without perhaps more than a casual glance at the 
opinion or remarks of the accountant. 
The second development about which I spoke relates to state-
ment No. 30 issued by the Committee on Auditing Procedures just a 
few months ago, which clarifies some of the earlier pronouncements on 
the subject of responsibilities (and functions) of the independent 
auditor in his examination of financial statements. This statement 
points out that the objective of the ordinary examination of financial 
statements by the independent C P A is an expression of an opinion on 
the fairness of their presentation. The report is the medium through 
which he expresses his opinion. Now let us see what the accountant 
has to say in his report—and in this case we will take the customary 
standard form of opinion: 
We have examined the balance sheet of Blank Company as of 
December 31, 1960 and the related statement of income and 
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earned surplus for the year then ended. Our examination was 
made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary 
in the circumstances. 
In our opinion, the accompanying balance sheet and statement of 
income and earned surplus present fairly the financial position 
of the Company at December 31, 1960 and the results of its 
operations for the year then ended, in conformity with generally 
accepted accounting principles applied on a basis consistent 
with that of the preceding year. 
There are four parts of this opinion for which the independent 
C P A must accept responsibility: First, he says that he has examined 
the financial statements in accordance with generally accepted audit-
ing standards; second, he says that in his opinion the balance sheet 
and statement of income present fairly (mind you, "fairly" not "pre-
cisely") the financial position and results of operations; third, he says 
that in his opinion such financial statements have been prepared in 
conformity with generally accepted accounting principles; and, fourth, 
he says that such accounting principles have been applied on a con-
sistent basis. These are the four focal points of the CPA's respon-
sibility, and he must stand ready to support and substantiate his asser-
tions with respect to each of them. He must believe, and he must have 
made an examination sufficient in scope to enable him to have reason-
able grounds for his belief, that the financial statements are free 
from material misstatements, regardless of source, unless his opinion 
so states. But he is not responsible (and this may come as a surprise 
to some of you) for the content of the financial statements as such. 
Statement No. 30, to which I referred earlier, has this to say about the 
authorship of the financial statements: 
Management has the responsibility for the proper recording of 
transactions in books of account, for the safeguarding of assets, 
and for the substantial accuracy and adequacy of financial 
statements. The transactions which should be reflected in the 
accounts and in the financial statements are matters within the 
direct knowledge and control of management; the independent 
auditor's knowledge is limited to that acquired through his 
examination. Accordingly, even though the financial statements 
may show the influence of the independent auditor (for example 
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as a result of management's acceptance of his advice), the 
statements are the representations of management. The inde-
pendent auditor's responsibility is confined to the expression 
of a professional opinion on the financial statements he has 
examined. 
There are numerous court decisions, some of long standing, that 
uphold this position. 
In a discussion of this kind I think it is generally helpful to bring 
out one or two examples. 
RESPONSIBILITY FOR INVENTORIES 
We are sometimes asked, and the question is certainly a pertinent 
one, as to what is the responsibility of the independent accountant 
in the matter of inventories. Wel l it is my belief that, in the absence 
of any restrictions imposed by the client (and that is a matter as to 
which the C P A would have to qualify his opinion) the independent 
auditor has a great deal of responsibility for inventories. As a matter 
of fact, in the usual manufacturing or merchandising enterprise, in-
ventories are likely to be most important current asset on the balance 
sheet, and also the greatest source of danger to the credit grantor. 
Consequently, it seems to me, the independent accountant has an 
obligation to be especially careful in developing his audit program on 
inventories, and he must be unusually alert in ferreting out areas 
in which trouble could develop. I want to inject one qualification 
here—and that is that the independent C P A does not purport to 
be, and should not represent himself as qualified to act, as an appraiser, 
valuer, or expert in materials. 
RESPONSIBILITY FOR DETECTION OF FRAUD 
Another question, and one in which there seems to be some degree 
of confusion, concerns the CPA's responsibility for the detection of 
fraud. The accounting profession recognizes that in making the or-
dinary examination, the independent auditor is aware of the possibility 
that fraud may exist; financial statements may be misstated as the 
result of defalcations and other similar irregularities, or by deliberate 
misrepresentation by management, or both. The C P A recognizes that 
any fraud, if sufficiently material, may affect his opinion on the fairness 
of the presentation of the financial statements, and his examination 
made in accordance with generally accepted auditing standards gives 
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consideration to this possibility. However, the ordinary examination 
incident to the expression of an opinion on financial statements is not 
primarily or specifically designed, and cannot necessarily be relied 
upon, to disclose defalcations and other similar irregularities, although 
their discovery may result. The responsibility of the independent 
auditor for failure to detect fraud arises only when such failure clearly 
results from non-compliance with generally accepted auditing stand-
ards. This position has received the general support of court decisions. 
There are of course other areas of responsibility that we could 
explore, such for example as responsibilities under filings with the 
Securities and Exchange Commission, but I would prefer that any 
remaining time allotted to me be utilized in trying to answer questions 
that may be of particular interest to you. 
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